Capturing the Direct and Indirect Effects of Domestic Investment on the Sub-National Level Place Brands on Direct Domestic Investment by Djuwadi, Gitta Amelia
University of Pennsylvania
ScholarlyCommons
Wharton Research Scholars Wharton School
2017
Capturing the Direct and Indirect Effects of
Domestic Investment on the Sub-National Level
Place Brands on Direct Domestic Investment
Gitta Amelia Djuwadi
University of Pennsylvania
Follow this and additional works at: https://repository.upenn.edu/wharton_research_scholars
Part of the Business Commons
This paper is posted at ScholarlyCommons. https://repository.upenn.edu/wharton_research_scholars/145
For more information, please contact repository@pobox.upenn.edu.
Djuwadi, Gitta Amelia, "Capturing the Direct and Indirect Effects of Domestic Investment on the Sub-National Level Place Brands on
Direct Domestic Investment" (2017). Wharton Research Scholars. 145.
https://repository.upenn.edu/wharton_research_scholars/145
Capturing the Direct and Indirect Effects of Domestic Investment on the
Sub-National Level Place Brands on Direct Domestic Investment
Abstract
In this analysis, we aim to isolate the direct and indirect effects of the perceptions of the domestic investor of a
province’s attractiveness (i.e. the Domestic Investment Place Brand, “DIPB”), to the actual level of domestic
investment a province receives. This paper makes four contributions toward existing literature: the
introduction of a conceptual framework for place brand, the extension of place branding literature towards a
more specified domestic domain, the investigation of place brands at the provincial level, and the utilization of
an economic regression model to test for empirical results. We first develop a qualitative conceptual
framework for city branding determinants, stakeholders, and outcomes. Then, we use an OLS regression to
test for the effect of DIPB on our dependent variable. The DIPB variable is a numerical score taken from
surveys of domestic investor’s perceptions (i.e. the provinces’ domestic investment place brand equities). The
dependent variable is the value of Direct Domestic Investment (“DDI”) in 2016, a two-year lag from the
reference year of our independent variables (2014). We build step-wise regression models starting from 1) a
basic regression model to determine contributing independent factors towards DDI. To test for direct effects,
we introduce 2) an isolated regression model with the introduction of DIPB, and to test for both direct and
indirect effects 3) a full regression model with the interactions of DIPB and contributing variables. Our
isolated model shows that DIPB had a non-significant effect on DDI, but that level of education had a
significant positive, total effect ( with p-value: 0.025). In the full model, the coefficient for level of education
was negative and statistically significant ( =-1.676 < 0 with a p-value: 0.029), but its interaction term with
DIPB were positive and statistically significant ( =2.585 > 0 with p-value: 0.011). This demonstrates that a
high level of education only has a positive effect to DDI received only when it is combined with a good place
brand. We interpret the finding that the DIPB interaction term with Energy Penetration was negative and
statistically significant in the full model with caution given the nature of the 2016 investment context whereby
public spending on energy infrastructure was increased intentionally.
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Abstract 
In this analysis, we aim to isolate the direct and indirect effects of the perceptions of the domestic investor of a province’s 
attractiveness (i.e. the Domestic Investment Place Brand, “DIPB”), to the actual level of domestic investment a province 
receives. This paper makes four contributions toward existing literature: the introduction of a conceptual framework for 
place brand, the extension of place branding literature towards a more specified domestic domain, the investigation of 
place brands at the provincial level, and the utilization of an economic regression model to test for empirical results. We 
first develop a qualitative conceptual framework for city branding determinants, stakeholders, and outcomes. Then, we 
use an OLS regression to test for the effect of DIPB on our dependent variable. The DIPB variable is a numerical score 
taken from surveys of domestic investor’s perceptions (i.e. the provinces’ domestic investment place brand equities). The 
dependent variable is the value of Direct Domestic Investment (“DDI”) in 2016, a two-year lag from the reference year of 
our independent variables (2014). We build step-wise regression models starting from 1) a basic regression model to 
determine contributing independent factors towards DDI. To test for direct effects, we introduce 2) an isolated regression 
model with the introduction of DIPB, and to test for both direct and indirect effects 3) a full regression model with the 
interactions of DIPB and contributing variables. Our isolated model shows that DIPB had a non-significant effect on DDI, 
but that level of education had a significant positive, total effect (𝛽𝛽1𝐻𝐻𝐻𝐻,𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 = 0.494 > 0 with p-value: 0.025). In the 
full model, the coefficient for level of education was negative and statistically significant (𝛽𝛽1𝐻𝐻𝐻𝐻,𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖=-1.676 < 0 with a p-
value: 0.029), but its interaction term with DIPB were positive and statistically significant (𝛽𝛽3𝐻𝐻𝐻𝐻∗𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷,𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖=2.585 > 0 with 
p-value: 0.011). This demonstrates that a high level of education only has a positive effect to DDI received only when it is 
combined with a good place brand. We interpret the finding that the DIPB interaction term with Energy Penetration was 
negative and statistically significant in the full model with caution given the nature of the 2016 investment context 
whereby public spending on energy infrastructure was increased intentionally. 
  
Introduction 
Scope 
The scope of this project is to determine if a province’s brand, as identified by loyalty, perceived quality, and 
awareness1 (Aaker, 1996) positively contribute to the value of investments a province receives at the sub national level. 
Investor perceptions are an important dimension of a place’s brand (Bose, Roy, Tiwari, 2016) as they are one of four very 
important consumer segments: investors, tourists, migrants, and product of origin buyers (Table 2) of a place brand. 
Research has shown a direct link between a country’s brand and the level of FDI it receives (Bose, Roy, Tiwari, 2016; 
Kalamova and Konrad, 2010; Raubo, 2010). But not much is known at the sub-national level. By elucidating the 
relationship between the domestic investor’s perception to actual levels of domestic investments in a province, our intent 
is to set-up and empirically establish a model for future research on the effect of multiple dimensions of province brands 
and the decisions of the consumer segments of a province’s brand (Table 2, Zenker, 2013; Kotler, 1993). 
This paper introduces a conceptual framework and economic model and uses Indonesia as a case study. We begin 
by establishing a conceptual framework adapted from Sun’s Analytical Model of the Outcomes and Determinants of 
Nation Branding (“AMODNB”) (Sun, 2009) to distinguish between the global province brand and the domestic province 
brand. The conceptual framework identifies the business environment in which the domestic investor makes his 
investment decisions. Holding these business environment variables constant in our economic model, we test for both the 
direct and indirect effects of the Domestic Investment Province Brand (DIPB), on the total value of DDI across multiple 
provinces in Indonesia through an OLS regression. The DIPB statistic is a numerical score from the Indonesia 
Attractiveness Index (“IAI”) surveys for the year 2014. Data for our controlled variables in our economic model is taken 
from public archival data from Badan Pusat Statistik (“BPS”) and the Badan Koordinasi Penanaman Modal (“BPKM”).  
The overarching goal is to determine how the place brand contributes to a place’s economic outcomes on the sub-
national level. Our study is a pre-test leading to a follow-up study to be conducted in 2017. In 2016, BAV Consulting and 
the Wharton School, published the findings of the “Best Countries” study that captures the country brands of 60 nations 
across 9 dimensions of Adventure, Citizenship, Cultural Influence, Entrepreneurship, Heritage, Movers, Open for 
Business, Power, and Quality of Life (http://www.usnews.com/news/best-countries). With the intent of replicating the 
Best Countries study across provinces in Indonesia, the findings of this pre-test will determine the economic set up for 
which we will carry out our next investigation of the role of place brands on economic outcomes beneath the national 
surface.  We hope to be able to carry the study on a city-level as well as the provincial-level, across all Streams of 
Attractiveness. 
                                                     
1 Aaker (1996) identifies five components of his customer-based brand: (a) brand loyalty – the loyalty and reported satisfaction of the 
customer towards the product, (b) brand awareness – the customer’s knowledge of the presence of the brand and ability to recall the 
brand, (c) perceived quality – the perceptions of the quality of the branded product, (d) brand associations – the associations or cues 
that the customer can relate to the brand, and (e) other proprietary assets – such as trademarks and patents. 
  
Motivation 
Why Indonesia? 
Indonesia was chosen as a case study due to three reasons, that is: the availability of primary data to capture place 
brands, the availability of secondary data to test for economic outcomes, and the autonomy of its municipalities.  Law 
Number 22 of 1999 in the Indonesian Constitution dispersed the authority of central government to regional 
municipalities commencing in January 2001.  Since the implementation of regional autonomy, local municipalities have 
devoted an ever-increasing level of resources and focus on answering these questions: How do municipalities attract 
investments? What mix of policies and programs can best foster the creation and expansion of business?  
Why Provinces? 
Given the enhanced availability of economic data on the Provincial level in Indonesia, we can advance our 
economic understanding of the effects of sub-national place brands on its region. 
Why Domestic Investment? 
Municipalities, such as provinces, states, cities, and regencies, compete for investment, tourists, and workers or 
residents (Bose, Roy, Tiwari 2016; Zenker 2013; Kotler 1993).  Amongst them, investment is the principal driver of 
urbanization as successful businesses operations will attract tourists (Bose, Roy, Tiwari 2016) and residents through job 
creation (World Bank, 2015). In the past, investment, particularly private domestic investments, played a significant role 
in eradicating and alleviating impoverished regions (Hayman 2009; Ndikumana and Verick, 2008). As core cities flourish, 
they begin to export their surplus production and innovations to other core cities or satellites within the country before to 
foreign countries (Jacobs, 1984; Kotler and Kotler p.123, 2014) thereby demanding the special attention of local 
municipalities and central governments of developing countries. 
Provinces must compete for a share of the domestic investment pie. In doing so, they can no longer depend on 
national strategies for growth; each province must consider its own strengths and focus on how these will be developed. 
Improving the competitiveness of decentralized regions within a country is a pathway to eradicate poverty and increased 
shared prosperity (World Bank, 2015). A competitive municipality facilitates its firms and industries to grow jobs, raise 
productivity and increase incomes of citizens (World Bank, 2015).  
In the same way that corporations enhance the attractiveness of their products to consumers by investing in their 
brands, so can policy-holders enhance the attractiveness of their provinces as investment products, tourist products, 
residency product, or a brand for its export products by investing in their place brands. As sub-regions are outpacing their 
national economies since the early 2000’s (World Bank, 2015), municipalities and their stakeholders have every reason to 
be concerned with their global brand and reputation to remain competitive for foreign investments. It is an important 
distinction, however, that for many developing countries, the concern is urbanization and poverty eradication. Many 
  
municipalities in Indonesia are not engaged with the global domain. The primary perfunctory concern is to attract 
domestic consumers.  
Indonesia 
Since its independence from the Dutch colonies and the conception of its first national identity, Indonesia’s 
official and national motto has always been “Unity in Diversity” (Bahasa: Bhinneka Tunggal Ikea)  and is mentioned 
specifically in article 36A of the Constitution. Indonesia (pop. 242 million) is, in fact, widely diverse with 17,508 islands, 
over 300 different native languages, and 34 provinces. A province (Bahasa: provinsi) is the highest tier of the local 
government divisions of Indonesia (Daerah Tingkat I – level I region). Provinces are further divided into regency and 
madea cities (Daerah Tingkat II – level II regions), which are subdivided into sub-districts (kecamatan). Each province is 
comprised of multiple madea cities and regency cities. Each madea and regency city2 is headed by a mayor and each 
province is led by a governor. Regency cities have a smaller population than that of madea cities, and are characterized by 
their dependency on their primary economic sectors, whereas madea cities tend to be urban and boast larger secondary 
and tertiary economic sectors.  
According to estimates from 2015, Indonesia has an urban population of over 53%. The annual rate of 
urbanization has been 2.69% since 2010 (World Bank, 2015), showing that more migrants and residents are moving to the 
more populous and developed urban areas. Indonesia has seen a dramatic reduction in the share of employment in rural 
areas (75% in 1990 to only 60% in 2003). Data from the latest census suggests that only 1.85% of the rural population 
physically moved from rural to an urban area between 1990 and 1995. Hence, most of the shift from rural to urban is a 
result of the reclassification of rural areas as urban and indicates the incredible speed of urbanization and economic 
growth in rural areas across Indonesia.  
Despite a decline in its share of GDP over the last 50 years, agriculture accounted for 14% of GDP in 2014. 
Agriculture is the main source of employment in rural areas, where poverty is most prevalent. In 2014, agriculture 
employed around 40.12 million people, 33% of the total Indonesian labor force (Tabor, 2015).  
Despite being modified many times, the Decentralization Law of 1999 still clashes with existing law affecting 
important sectors such as mining and forestry, making administrative responsibility unclear for businesses and potential 
investors. As decentralization unraveled quickly after the passing of the law, the problem of imprecise division of 
responsibilities across municipalities, there remain many jurisdictional regulatory overlaps (Pisani, 2014). 
Decentralization moved significant legislative powers to hundreds of local legislators and executive officials. At the turn 
of the century, a revolutionary modification to the National Laws gave complete regional autonomy to local governments. 
Today, local laws are enacted at the provincial and at the city level. The central government’s vision for regional 
autonomy is captured in Law Number 23 of Local Governance: 
                                                     
 
  
The regional administration is directed to accelerate the realization of the welfare of the community 
through service improvement, empowerment, and community participation as well as improving the 
competitiveness of the region… with more attention to … the potential and diversity of the region  
 We identify two main trends in 2016 that have impacted the landscape of Indonesia’s domestic investment 
landscape. Firstly, commodity prices (particularly coal and crude palm oil) increased throughout 2016, a development that 
boosted Indonesia's export performance during the period, as one of the world’s main producers of commodities. 
Secondly, the 13 economic policy packages that were released in late 2015 by the Indonesian government, which include 
deregulation and fiscal incentives, spurred increases in investment in the manufacturing sectors and in energy 
infrastructure (Indonesia Investments, 2016).  
  
The Conceptual Model 
Foundation 
The following conceptual model illustrates how a municipality’s brand can influence the outcomes of its 
economy. The proposed model is adapted from the AMODNB, which was based on Hunt and Morgan’s (1995) Resource 
Advantage theory (“R-A”). The R-A theory postulates the comparative advantage of a company’s resources and 
capabilities leads to a competitive advantage in its market position, which results in superior financial performance of the 
company. On the other hand, the comparative disadvantage of a company’s resources and capabilities leads to a 
competitive disadvantage in its market position, resulting in inferior financial performance. The R-A theory has made a 
significant contribution to explaining firm diversity and financial performance diversity. There are three main tenets of R-
A theory that is relevant to our study of provinces: (a) the view that competition is a process that focuses on marketplace 
positions of competitive advantage (Porter, 1990), (b) the conceptualization of resources as both tangible and intangible 
(Morgan and Hunt, 1999), and (c) differentiation is required for satisfying different types of demand by offering diverse 
value propositions to heterogeneous market segments (Hunt, 1997a). Building on the R-A theory, the AMODNB show 
that a nation’s brand moderates the determinants of economic outcomes by interacting with each of the determinants 
(Economic, Infrastructural, Political, Geographical, and Cultural) coined in his framework (Sun, 2009). 
 
Figure 1. Proposed Conceptual Framework 
In our conceptual framework, we aim to show that a place’s domestic investment brand can be both a determinant 
(direct effect) and a moderator (indirect effect) of a province’s domestic investment. Our regression model will determine 
if, at the provincial level, there is empirical evidence to prove these two propositions. 
Domestic Domain and the Global Domain 
 Defining our domain is important because of the survey nature of our data. A domain represents a world with a 
well-defined set of issues, consumers (those whose actions are influenced by the brand) and stakeholders (those who help 
Determinants: 
1. Economic factors 
(level of 
economic 
development, 
human capital) 
2. Infrastructural 
factors 
3. Political factors  
4. Cultural factors 
5. Geographical 
Factors 
Economic outcomes: 
a. Tourism (Domestic and 
Foreign) 
b. Investment (Domestic 
and Foreign) 
c. Migration (Domestic 
and Foreign) 
d. Trade (Domestic and 
Exports) 
Domestic Segments:  
a. Dom. Tourism 
b. Dom. Investment 
c. Dom. Migration 
d. Dom. Trade  
Foreign Segments: 
a. Foreign Tourism 
b. Foreign Direct 
Investment 
c. Foreign Migration 
d. Exports 
Domestic Domain 
Global Domain 
1 
Regional / Municipal-level 
2 
Nation-level 
3 
Domestic 
brand 
Global 
brand 
Universal Domain 
  
to create the brand and have vested interest in the success of the brand). The global domain and the domestic domain face 
a different set of issues, consumers, and stakeholders. Although both domains share the same ‘insider’ consumer (those 
who live within the municipality), the ‘outsider’ consumer are different. In the global domain, they are residents, tourists, 
and investors outside of the country. In the domestic domain, they are residents, tourists, and investors within the country 
but outside of the municipality of interest.  
 The global public domain emerged with globalization (Ruggie 2004). Existing place brand indexes that dive 
beneath countries are often concerned with cities, such as the City Brands Index (Anholt, c. 2009), the Saffron European 
City Brand Barometer (Hildreth, 2011), and the Citizen Satisfaction Index (Zenker, 2011). These indexes survey a 
worldwide population. Just as much of the literature on city brands is concerned with how the cities are perceived in terms 
of competitiveness within the global domain, the city brands captured by these indexes are better defined as their global 
city brands. The DIPB statistic in our regression models is obtained from the IA Index surveys with the intent of 
investigating Indonesia’s domestic investor population and identifying the characteristic of their perception of provinces 
as investment destinations. This statistic is a proxy for a province’s domestic investor brand. 
It remains to be explored which domain is more competitive as few studies investigate the domestic domain. Most 
of the work in the past have determined the increasing level of competition at the global domain as companies make 
strategic moves to expand their geographic footprint and increase the number of geographic touchpoints along their value 
chains. However, there is evidence that the contribution of domestic consumers towards a region’s economic growth is 
much higher than that of foreign consumers for developing economies (Hayman, 2009) and resource-rich economies 
(Ndikumana and Verick, 2008). 
As Indonesia is a developing country, the domestic domain calls for greater focus in the pursuit of regional 
development. This is true when looking at the data. Based on data released by BPKM, investment realization in the first 
three-quarters of 2016 of regions outside Java in Indonesia from domestic investors and foreign investors totaled 
IDR62,480bn and IDR10,223bn respectively (BPKM pg. 24, 2016). 
A municipality within Indonesia may exhibit a strong domestic brand, while at the same time, have a nearly non-
existent global brand. Our secondary data shows that, in the same way, levels of DDI and FDI can vary considerably. 
Sulawesi Barat rates achieved a score of 57 on the DIPB from the IA Index surveys for brand loyalty, perceived quality, 
and awareness. The province received about IDR99bn in DDI and only IDR19bn in FDI . On the other hand, some 
municipalities exhibit a stronger global brand than their domestic brand such as the province of Sulawesi Utara. With a 
similar DIPB score of 56, it has a higher actualization rate for attracting foreign investments. This is evident in the value 
of investments the city received in 2014: about IDR6bn DDI and IDR212bn FDI.  
 Global Domain Domestic Domain 
Stakeholders Central Government Central Government 
  
Provincial Government 
Local Government 
Provincial Government 
Local Government 
Inside Consumers Municipality Residents Municipality Residents 
Outside Consumers Residents, Tourists, and Investors  
outside of the country and the 
Municipality (i.e. province) 
Residents, Tourists, and Investors  
inside the country but outside of the 
Municipality (i.e. province) 
Table 1: The Global Domain and Domestic Domain as applied to Indonesia 
 
“Streams of Attractiveness” 
Through this model, we have determined four main Streams of Attractiveness (Table 2) by which the place’s 
brand can respectively generate dollar income for a city, province, or nation. We consider the investment stream in 
isolation to generate greater validity of our results. As the investment brand is different than the tourism brand, we can 
extract more data by investigating each stream one at a time. The regression models in this paper looks solely at the 
Investment Attractiveness stream of which the Domestic Investment Province Brand (DIPB) is the brand component in 
focus.  
Stream of Attractiveness Determinants Brand Component Consumer Segment 
a. Tourism 
Attractiveness  
Experiential Factors Tourism Place Brand  Tourists and Visitors 
b. Investment 
Attractiveness  
Business Environment 
Factors 
Investment Place Brand  Investors and Business 
Persons 
c. Migration 
Attractiveness  
Quality of Life Factors Migration Place Brand  Migrants and Workers 
d. Product of Origin 
Attractiveness  
Output Trust Factors Product of Origin Place 
Brand  
Product of Origin Buyers 
Table 2: The Four Streams of Attractiveness and Their Components 
 
Past efforts in place branding by local stakeholders are a testimony to the importance of investor’s perceptions of 
a municipality to motivate investment decisions. For example, Gujarat, a state in western India holds an annual even 
‘Vibrant Gujarat’ to woo business investors, foreign and domestic alike. The results of their campaign have been 
tremendous volumes of inward investments from both foreign and domestic investors.  
In his study of FDI and country brands, Bose coins the term ‘Investment Attractiveness’ as the host country’s 
ability to attract FDI and multinational enterprises’ willingness to invest abroad (Bose, Roy, Tiwari, 2016; Fabry & 
Zeghini, 2002; Michalet, 1999). It is both an antecedent and consequence of place branding (Bose, Roy, Tiwari, 2016). 
Therefore, Investment Attractiveness in the domestic domain as the province’s ability to attract domestic investment, 
contingent on the domestic investor’s willingness to invest within the country.  
  
Research shows that domestic investment attractiveness is a function of the brand component and the business 
environment component, such as the institutional factors. For the domestic investor, the attractiveness of a place depends 
particularly heavily on institutional factors (Ahluwalia, 2000; Lall, Shalizi, & Deichmann, 2004; Pal & Ghosh, 2007). Pal 
and Ghosh (2007) observe that private domestic investments tend to locate to areas that would support their business at 
lower costs. Lall, Shalizi and Deichmann (2004) concluded that agglomeration of economies has access to three benefits: 
(a) at the firm level from improved access to market centers, (b) at the industry level from enhanced industry linkages and 
(c) at the regional level from inter-industry urbanization. This agglomeration, or the external economies of scale, happens 
due to the institutional factors like market potential and accessibility at the firm level, industry supportive policies at the 
industry level and supportive sociocultural economic environment at the regional level. Domestic Investment 
Attractiveness is thus affected by both physical realities and investor perceptions. 
  
Methodology 
The variables and parameters in our regression models are defined and identified as follows for n = 5 business 
environment factors: 
Domestic Investment Attractiveness Basic regression model: 
𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 𝑦𝑦 = �𝛽𝛽1𝑖𝑖,𝑏𝑏𝑖𝑖𝑖𝑖𝑖𝑖𝑏𝑏𝑤𝑤𝑖𝑖𝑛𝑛
𝑖𝑖=1
+ 𝑒𝑒 
Domestic Investment Attractiveness Isolated regression model: 
𝑏𝑏𝑏𝑏𝑖𝑖𝑖𝑖𝑏𝑏𝑖𝑖𝑒𝑒𝑖𝑖 𝑦𝑦𝑖𝑖 = �𝛽𝛽1𝑖𝑖,𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑤𝑤𝑖𝑖𝑛𝑛
𝑖𝑖=1
+ 𝛽𝛽2𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑥𝑥 + 𝑒𝑒 
Domestic Investment Attractiveness Full regression model: 
𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖 𝑦𝑦𝑖𝑖 = �𝛽𝛽1𝑖𝑖,𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖𝑤𝑤𝑖𝑖𝑛𝑛
𝑖𝑖=1
+ 𝛽𝛽2𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖𝑥𝑥 +  �𝛽𝛽3𝑖𝑖∗𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷,𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖𝑧𝑧𝑖𝑖𝑛𝑛
𝑖𝑖=1
+ 𝑒𝑒 
 
VARIABLE  PARAMETERS  
𝒚𝒚 Value of Direct Domestic 
Investment 
  
𝒘𝒘𝒊𝒊 Business environment determinants 
variables 
𝜷𝜷𝜷𝜷𝒊𝒊 Direct effect of business environment 
variables 
𝒙𝒙 DIPB data variable 𝜷𝜷𝜷𝜷𝒊𝒊 Direct effect of DIPB  
𝒛𝒛𝒊𝒊 Interaction between business 
environment determinant variables 
and DIPB 
𝜷𝜷𝜷𝜷𝒊𝒊 Indirect effect of DIPB  
𝒆𝒆 Random error term   
Table 3.1: Identifying Variables and Parameters of the Regression Models 
Screening and Data 
The IAI reports perception data for 32 out of 34 provinces in Indonesia. The two provinces omitted from IA Index 
surveys were also omitted from this study. They are the special region of Jakarta and Bangka Belitung. We advance with 
our analysis of 32 provinces using public, archival data from two government institutions: BPKM and Badan Pusat 
Statistik (“BPS”) for our independent variable domestic investment (BPKM) as well as our economic factors such as 
economic development (BPS), infrastructural (BPS), and geographical (BPS) factors. To standardize our independent 
predictors, the data was standardized on a normal distribution (Appendix 1). Standardization is especially crucial for our 
full model as we introduce interaction terms to minimize the effect of multicollinearity.  
  
Dependent Variable 
 For our basic, isolated, and full models, the dependent variable used in these analyses is the latest actual value of 
domestic investment, Penanaman Modal Dalam Negeri (English: Direct Domestic Investment) in 2016. Every year, the 
Badan Koordinasi Penanaman Modal (“BPKM”), or the Coordinating Body of Capital Investments, releases the DDI 
statistic for that past year in terms of the number of projects realized and total value of capital invested for every province 
in Indonesia. Domestic investors are individual citizens, Indonesian business entities (formed through a limited liability 
“PT” company), state-owned enterprises, or state governments who make investments in the territory of the Republic of 
Indonesia.  
Table 3.2: The DDI Dependent Variable 
 
 
VARIABLE NOTATION FACTORS DENOTED EXPLANATION  𝒚𝒚 DDI Direct Domestic Investment Total value of domestic investment 
received by the province in the calendar 
year 2016 (IDR) 
  
Part 1: The Basic Model 
The conceptual model determines Economic, Infrastructural, Political and Cultural and Geographical (n = 5) 
factors as significant determinants of economic outcomes (link 1). But which one of these factors are significant when 
considering the Investment attractiveness stream (Table 2)? The first part of this experiment is dedicated to answering the 
question. An extensive review of current literature is required to isolate the business environment determinants of 
domestic investment in our basic regression model and a one-way p-test will be used to determine the rejection of our null 
hypotheses in the development of our propositions.  
Literature Review and Hypothesis Development of Business Environment 
Determinants 
1. 𝜷𝜷𝜷𝜷𝑮𝑮𝑮𝑮𝑮𝑮,𝒃𝒃𝒃𝒃𝒃𝒃𝒊𝒊𝒃𝒃 ∶ Economic Factor - Level of economic development 
Proposition A1: Economic development will have a positive effect on domestic investment  
Hypothesis A1: β1GCP, basic > 0  
Previous literature has shown that foreign direct investment in a country to be dependent on GDP per capita, a 
standard measure of economic performance of countries (Sun, 2009; Alshamsi, Hussin & Azam, 2015). In another study 
in Pakistan, it was determined that the country’s GDP growth was a significant factor in determining domestic investment 
(Sohail, Rehman & Azeem, 2014). It remains to be determined that a given, level of a province’s economic development 
can be a significant determinant of domestic investment growth in the following years.  We will explore to see if the 
relationship held at the global domain is true for the domestic domain as well. A high level of economic development will 
be a signal for investors that the current state of the local economy is capable of productivity. 
Furthermore, high economic development signals access to markets and a supportive socioeconomic environment 
for business (Lall, Shalizi and Deichmann, 2004). We posit that economic development will be positively correlated to the 
level of domestic investment because an investor will make investment decisions based on where he believes he will get 
the best return on his investment. 
2. 𝜷𝜷𝜷𝜷𝑯𝑯𝑮𝑮,𝒃𝒃𝒃𝒃𝒃𝒃𝒊𝒊𝒃𝒃 ∶ Economic Factor - Human capital (Educational Facilities) 
Proposition A2: Human capital (Educational Facilities) will have a positive effect on domestic investment  
Hypothesis A2: β1HC,basic > 0  
 The Manchester Independent Economic Review report found that skilled labor is vital to attracting investment 
into a place (Hayman, 2009). Human capital is an important factor that investors take into consideration when deciding on 
where to invest. Over the years, investment has been centralized to the island of Java, despite paling in the availability of 
natural resources in comparison to that of other Indonesian islands, because of the high level of skill and manpower at 
disposal on the island. So much so that in 1955, the Ministry of Transmigration submitted a 5-year plan to the National 
Planning Bureau to resettle 400,000 families from overpopulated Java to unsettled areas in the outer islands (mainly 
  
associated with traditional export commodities from plantation agriculture, such as rubber, coffee, tea, etc.) to outsource 
human capital to stimulate growth in other regions (Higgins 1956). According to Higgins, the objectives of the 
transmigration program were not achieved, mainly due to a lack of assured financing and technical education available in 
the regions outside of Java3. 
 Furthermore, the process of urbanization that is likened to the positive economic development of a municipality 
hinges on human capital. In a study across European cities, Jacobson (2004) finds that technological developments 
contributed to the deindustrialization process of many communities, implying that they can no longer rely on traditional 
industries. More specifically, based on developments in the communication sector, the knowledge industries began to 
replace industrial production (Jacobson, 2004) and intra-national regions consequently compete on ‘the ability to attract 
and retain talented and creative labor’ (Jansson and Power, 2006). Romer argues that technological innovation, which is 
produced by human capital is a public good whereby private capital investment increases the level available to all 
entrepreneurs (1989). A high level of human capital available in a region should increase the attractiveness of that region 
for investors, domestic and foreign alike attract of domestic investment. 
3. 𝜷𝜷𝜷𝜷𝑰𝑰𝑰𝑰𝑰𝑰𝑰𝑰𝑰𝑰,𝒃𝒃𝒃𝒃𝒃𝒃𝒊𝒊𝒃𝒃 ∶ Infrastructure Factor – Physical Infrastructure Reality 
Proposition A3: Level of physical infrastructure will have a positive effect on domestic investment  
Hypothesis A3: β1INFRA, basic > 0  
Infrastructure is the foundation on which the factors of production interact in order to produce output (Jimenez 
pg. 2774, 1995). Aschauer’s (1989) study of the U.S. uses a production function approach and indicates the contribution 
of basic infrastructure services is very significant.  
The importance of infrastructure across various sectors is supported throughout many veins of literature. 
Lakshama and Elhance (1984) show that transport and power have a positive effect on industrial productivity in India. 
Manufacturing investment has been found to depend on infrastructure quality (Wheeler and Modey, 1991). And in a study 
of the determinants of productivity increase in the agriculture sector across multiple regions in the United States, with 
every 1% increase in (1) roads and road density (0.12%), (2) paved roads (0.26%), (3) irrigation system (1.62%) and (4) 
adult literacy rate (0.54%), there was a significant increase in aggregate crop output (Binswanger, 1990). The results of 
Binswanger’s study give profound meaning to the regression variables we will use for our regression models as the 
agriculture sector accounts for a significant majority of the Indonesian economy.  
4. 𝜷𝜷𝜷𝜷𝑰𝑰𝑰𝑰𝑵𝑵𝑰𝑰𝑵𝑵𝑵𝑵,𝒃𝒃𝒃𝒃𝒃𝒃𝒊𝒊𝒃𝒃 ∶ Geographical Factor - Natural Resources 
Proposition A4: Availability of natural resources will have a positive effect on domestic investment  
Hypothesis A4: β1NATRES,basic > 0  
                                                     
3 Thus, a possible operational variable for Human Capital is # of educational institutions per capita in our regression models 
  
Although the main stream of economics is unambiguous with respect to the role of natural resources in economic 
growth, there are alternative views that question that role under certain conditions. Resource abundant countries, such as 
Peru, Venezuela, and Papua New Guinea, are experiencing slow economic growth while resource-poor countries such as 
Japan, South Korea, and Taiwan have enjoyed rapid growth. This phenomenon is coined as The Resource Curse. Vallina 
(2000), however, explains that the lower rates of growth are explained by mismanagement of the windfall of these 
resources by both the regional government and corporations.  
Previous literature has shown that a nation’s foreign direct investment level to be dependent on the level of 
natural resources (Sun, 2009). Our analysis will explore to see if the relationship held at the global domain is true for the 
domestic domain as well. In Indonesia, agriculture is the main source of employment in rural areas, where poverty is most 
prevalent. In 2014, agriculture employed around 40.12 million people, equal to 33% of the total Indonesian labor force 
(Tabor, 2015). Due to this, we will use the area of agriculture land available as a regression variable for this economic 
factor. 
5. 𝜷𝜷𝜷𝜷𝑮𝑮𝑷𝑷𝑰𝑰,𝒃𝒃𝒃𝒃𝒃𝒃𝒊𝒊𝒃𝒃 ∶ Crowding Factor – Foreign Direct Investment 
Proposition A5: Foreign direct investment will have a positive effect on domestic investment  
Hypothesis A5: β1PMA,basic > 0  
In a study across 38 different countries in Sub-Saharan Africa, results suggest that firstly, FDI crowds in domestic 
investment, and secondly, countries will gain much from measures aimed at improving the domestic investment climate. 
(Ndikumana and Verick, 2008). A similar study on domestic investment across various regions in Pakistan show that FDI 
in Pakistan crowds-in domestic investment as well (Sohail, Rehman, & Azeem, 2014). Shah (2012) shows that the impact 
of FDI on domestic investment is stronger than the role of domestic investment in attracting FDI in Pakistan. 
Proposed Operational Business Environment Variables  
To select the final array of independent variables we will use for our models, we conducted a test to determine 
which variables best represent the business environment factors and are consistent with existing literature. From our 
definition of the business environment, public archival data was gathered for the following variables (Table 3.3). Our pre-
test is especially important to select the most fitting variable to account for INFRA. Results of our pre-test are discussed 
below under the Methodology, Independent Variables section. 
VARIABLE NOTATION (𝒊𝒊) FACTORS DENOTED EXPLANATION 
𝒘𝒘𝜷𝜷 GCP  Economic 1 : Level of economic 
development 
Real gross domestic product for a province 
in calendar year (IDR) 
𝒘𝒘𝜷𝜷 HCE Economic 2B : Human capital The number of educational institutions 
from primary to tertiary per capita for a 
province in calendar year 
𝒘𝒘𝜷𝜷 INFRAE Infrastructure A : Energy Household electricity penetration % 
sampled 
  
Table 3.3: The Proposed Operational Business Environment Variables 
 
Pre-Test Results 
To select the time-frame of our independent variables, a pre-test was conducted. We determined that our 
regression model to hold time constant across all independent variables. Thus, we were limited to selecting between 2014 
and 2015 as the domestic investor’s perception data (DIPB) is only available for the years 2014 and 2015. The regression 
model found that 2015 economic data to be non-statistically significant to our 2016 DDI value across all variables tested. 
Thus, 2014 data was used for to populate the right-hand side of our model and 2016 data for DDI values were retrieved 
from BPKM and make up the left-hand side of our model. A dependent variable that yields a statistically significant Beta 
coefficient in our model will be interpreted as a significant two-year leading variable towards DDI levels.  
To select the exact operation variables for our Business Environment, we calculated the correlation of our 
proposed variables against the 2016 DDI value. Table 4 shows the results of correlating all our possible economic factors 
to the 2016 DDI value. From our correlational analysis, we chose the corresponding variable yielding the largest 
correlation to 2016 DDI which was Energy Penetration at 42.33% correlation.  
  
DDI 2016 GCP 2014 HCE 2014 INFRAE 
2014 
INFRAT 
2014 
INFRAR 
2014 
NATRES 
2014 
PMA 
2014 
 
CORREL   100.00% -0.99% 93.62% 42.33% 28.36% -0.62% 84.74% 66.64% 
 
Table 4: Correlation Analysis between Variables and DDI 2016 
 
Results from The Basic Model 
 Our basic model regression yields the following results displayed in Table 5. R2 is 0.794 and Adjusted R2 is 
0.755. This indicates that the variables selected explain a moderate amount of the varying levels of 2016 DDI across the 
32 provinces. We reject hypothesis A1, A3 and A4 and accept the null hypotheses that 𝛽𝛽1𝐺𝐺𝐻𝐻𝐷𝐷,𝑏𝑏𝑖𝑖𝑖𝑖𝑖𝑖𝑏𝑏 , 𝛽𝛽1𝐷𝐷𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼,𝑏𝑏𝑖𝑖𝑖𝑖𝑖𝑖𝑏𝑏 ,& 𝛽𝛽1𝐼𝐼𝐼𝐼𝑁𝑁𝐼𝐼𝑁𝑁𝑁𝑁,𝑏𝑏𝑖𝑖𝑖𝑖𝑖𝑖𝑏𝑏 = 0.  In Part 1, we conclude that level of economic development, energy penetration, and availability of 
natural resources (agricultural land availability) has no significant two-year leading effect on the level of domestic 
investment. 
Only two coefficients are statistically significant at the 95% confidence interval, namely HC (p-value: 0.012) and 
PMA (p-value 0.044), with HCE being significant at the 98% confidence interval. We accept the A2 and A5 propositions 
because 𝛽𝛽1𝐻𝐻𝐻𝐻,𝑏𝑏𝑖𝑖𝑖𝑖𝑖𝑖𝑏𝑏 = 0.562 > 0 with p-value: 0.012 and 𝛽𝛽1𝐷𝐷𝑃𝑃𝐼𝐼,𝑏𝑏𝑖𝑖𝑖𝑖𝑖𝑖𝑏𝑏 = 0.239 > 0 with p-value: 0.044. Our results indicate 
𝒘𝒘𝜷𝜷 INFRAT Infrastructure B : Communication Household cable penetration % sampled 
𝒘𝒘𝜷𝜷 INFRAR Infrastructure C : Logistics Length of paved roads / total land area % 
sampled  
𝒘𝒘𝟒𝟒 NATRES Geographic : Natural Resources Availability of agricultural land space 
(Ha) 
𝒘𝒘𝟓𝟓 PMA Foreign Investment Total value of foreign investment received 
by the province in a calendar year (IDR) 
  
that there is strong evidence that educational facilities and foreign investment values is a two-year leading indicator for 
the level of domestic investment a province receives, and that a one standard unit increase (relative to the prevailing 
average) in level of education and FDI will result in approximately 0.562 and 0.239 standard unit increase in DDI, 
respectively, all else equal.  
1. BASIC MODEL         
         
Regression Statistics        
Multiple R 0.891        
R Square 0.794        
Adjusted R Square 0.755        
Standard Error 0.106        
Observations 32        
         
ANOVA         
  df SS MS F Sig. F    
Regression 5 1.123 0.225 20.100 0.000    
Residual 26 0.290 0.011      
Total 31 1.413          
         
  Coeff. 
Standard 
Error t Stat P-value 
Lower 
95% 
Upper 
95% 
Lower 
95.0% 
Upper 
95.0% 
Intercept -0.044 0.067 -0.665 0.512 -0.182 0.093 -0.182 0.093 
GCP  0.101 0.093 1.096 0.283 -0.089 0.292 -0.089 0.292 
HC 0.562 0.209 2.684 0.012 0.132 0.993 0.132 0.993 
INFRA 0.045 0.080 0.562 0.579 -0.119 0.209 -0.119 0.209 
NATRES 0.146 0.151 0.966 0.343 -0.165 0.457 -0.165 0.457 
PMA 0.239 0.113 2.115 0.044 0.007 0.471 0.007 0.471 
Table 5: Regression Results from the Basic Model 
 
   
  
  
Part 2: The Isolated and Full Models – Testing for Effects of DIPB 
 The second part of the experiment is concerned with testing for the direct effect of DIPB through the isolated 
model and the indirect effects of DIPB through the full model and represents the bulk of this paper. Our theoretical 
formulation implies that the independent variables are two-year leading indicators to the occurrence of the dependent 
variable, the level of domestic investment a province receives. From the results of our pre-test, we developed the basic 
regression model by using an OLS regression of DDI with the business environment determinants. This basic model will 
be estimated and the results of this estimation will show whether a province’s determinants (economic, infrastructure, and 
geographical), as well as the level of foreign investment will influence the level of domestic investment a province 
receives. 
From there, we will develop the isolated model, which includes our DIPB statistic. Finally, we investigate the 
interactions between the business environment factors with DIPB in our full model. A one-way p-test will also be used to 
determine the rejection of our null hypotheses in the development of our propositions of DIPB’s role. 
MODEL DEPENDENT (2016) INDEPENDENT (2014) INDEPENDENT INTERACTIONS (2014) 
BASIC  DDI Intercept + GCP + HC + INFRA + NATRES + e  
ISOLATED  DDI Intercept + GCP + HC + INFRA + NATRES + 
DIPB + e 
 
FULL  DDI Intercept + GCP + HC + INFRA + NATRES + 
DIPB + e 
GCP*DIPB + HC*DIPB + INFRA*DIPB + 
NATRES*DIPB 
 
Table 6.1: Regression Models Equations 
 
Independent Variables  
1. 𝜷𝜷𝜷𝜷𝒊𝒊,𝒊𝒊𝒃𝒃𝒊𝒊𝒊𝒊𝒃𝒃𝒊𝒊𝒆𝒆𝒊𝒊 𝒃𝒃𝒂𝒂𝒊𝒊 𝜷𝜷𝜷𝜷𝒊𝒊,𝒇𝒇𝒇𝒇𝒊𝒊𝒊𝒊 ∶ Business Environment Determinants4 
                                                     
4 From our pre-test in Part 1, that yields the following variables to function as our business environment factors. 
VARIABLE NOTATION (𝒊𝒊) FACTORS DENOTED EXPLANATION 
𝒘𝒘𝜷𝜷 GCP  Level of economic development Real gross domestic product for a province 
in calendar year 2014 (IDR) 
𝒘𝒘𝜷𝜷 HC Human capital The number of educational institutions 
from primary to tertiary per capita for a 
province in calendar year 2014 
𝒘𝒘𝜷𝜷 INFRA Infrastructure: Energy Household electricity penetration % 
sampled in 2014 
𝒘𝒘𝟒𝟒 NATRES Geographic: Natural Resources Availability of agricultural land space 
sampled in 2014 (Ha) 
𝒘𝒘𝟓𝟓 PMA Foreign Investment Total value of foreign investment received 
by the province in a calendar year 2014 
(IDR) 
  
Table 6.2: The Final Business Environment Variables in Our Regression Models 
 
2. 𝜷𝜷𝜷𝜷𝒊𝒊𝒃𝒃𝒊𝒊𝒊𝒊𝒃𝒃𝒊𝒊𝒆𝒆𝒊𝒊 𝒃𝒃𝒂𝒂𝒊𝒊 𝜷𝜷𝜷𝜷𝒇𝒇𝒇𝒇𝒊𝒊𝒊𝒊: Domestic Investment Province Brand (DIPB) 
Table 6.3: The DIPB Variable 
One way to catch a province’s brand is to survey the perception of a province through standardized questionnaires 
and then quantifying the data to make meaningful comparisons (Zenker, 2013). This is the preferred approach by most 
place brand indexes because it offers a way for us to meaningfully compare across various regions. City-level brand 
indexes, such as the City Brands Index (Anholt, c. 2009), the Saffron European City Brand Barometer (Hildreth, 2011), 
and the Citizen Satisfaction Index (Zenker, 2011) compare the perception of cities from a panel of actors all over the 
world, to capture the global city brand.  
In the same way, the DIPB statistic is our proxy for domestic investment brand. It is a numerical score 
constructed from the Indonesian Attractiveness Index surveys. The IAI surveys employ a probability sampling scheme to 
survey investors (owners of a sizable business or are employed on the executive-level in an existing company) through 
mystery calls. Of the five outlined by Aaker (1996), the IA Index surveys captures three very important components of 
brands. By asking respondents to (a) report satisfaction with past provinces they have invested in to determine brand 
loyalty, (b) recall future destinations for investment for brand awareness, and (c) rate on the perceived quality of past 
provinces and future provinces as places of investment. Each criterion is given equal weighting and normalized. 
 
3. Domestic Investment Province Brand (DIPB) Interactions with Business Environment Determinants5 
Table 6.4: The Interaction Variables 
 
                                                     
5 Moderating variables are created by regressing the interaction variables between DIPB and each individual business environment 
variable pre-determined from our pre-test. 
VARIABLE NOTATION FACTORS DENOTED EXPLANATION 
𝒙𝒙 DIPB Domestic province brand  Statistic from IAI from [Perception 
of investors of brand loyalty, 
brand awareness and perceived 
quality] 
VARIABLE  FACTORS DENOTED  
𝒛𝒛𝜷𝜷 GCP*DIPB Moderating qualities of DIPB and GCP 
𝒛𝒛𝜷𝜷 HC*DIPB Moderating qualities of DIPB and HC 
𝒛𝒛𝜷𝜷 INFRA*DIPB  Moderating qualities of DIPB and INFRA 
𝒛𝒛𝟒𝟒 NATRES*DIPB Moderating qualities of DIPB and NATRES 
𝒛𝒛𝟓𝟓 PMA*DIPB Moderating qualities of DIPB and PMA 
  
Propositions Development (Hypothesis) 
Net Effect of Domestic Province Brand on Direct Domestic Investment Value 
Proposition B1: The domestic province brand will exhibit a total positive effect to domestic investment  
Hypothesis B1: Isolated model adj. R2 > basic model adj. R2 ; and β2 isolated > 0  
Jacobson (2009) believes there are three reasons, from an investor’s point of view of why strong place brands 
leads to the investor’s decision to invest in a certain place over another. In his investor-based place brand equity 
framework, he underpins the positive relationship as an outcome of three factors: confidence building, acting as symbols, 
and providing information. Combined, there is a reason to believe that the total, net effect of DPIB will be positive. 
1. Confidence builder: Brands are a confidence builder by helping the customer avoid uncertainty and reduces the 
perceived risk of investing and subsequently, the transaction costs that are attached to the investments. Perceived 
quality and loyalty, capture the confidence levels of our investor. Additionally, the psychological stream makes some 
interesting contributions, in underscoring the value of non-functional qualities of a brand. Such qualities fulfill a need 
for investors over and above the expected return he would generate from investing in a certain province. The 
relationship between the perceived place brand values and the needs of the investor is stressed by Kotler and Bliemel 
(2001). In addition, Trommsdorff (2003) outlines that the term “need” is limited in scope to describe a perceived 
deficiency; this deficiency subsequently develops into a “motive”. Since such purchasing motives are both cognitively 
as well as affectively driven, customers expect brands to generate rational as well as emotional benefits. 
Consequently, cognitively and affectively driven place brand values need to be considered. Per Maslow, on the 
emotional level, brands offer social benefits, create esteem or meet the requirement for self-actualization. On the 
demand-side, the underlying rationale behind why customers choose a brand over another is that the higher the 
correspondence between the place brand and the investor, the higher the value of the place brand considered by the 
investor. 
2. Act as a symbol: The brand acts as a symbol whereby the customer can transfer the place brand identity to its own 
organization. In the end of the day, investments signify the start of business relationships. An investor making 
decisions related to a large sum of money are likely to be in it for the long-run and are more prone to think about the 
long-term prospects. For place brands to fulfill the requirement for self-actualization, they must be appealing allowing 
the investor to identify himself with the place and its business community (Antonoff, 1971). Businesses need to pull 
in people and resources together over a long-span horizon and develop together towards a collective vision.   
3. Provide information: The brand provides information to our investors and at the very least, draws the place into the 
choice set of the consumer. As awareness is the third component of place brand captured in the IA Index surveys, this 
understanding will contribute to explaining the positive effect we postulate to observe.  Furthermore, Pantzalis and 
Rodriguez (1999) suggest that the movement of investment capital is largely influenced by the perception of places as 
a brand through horizontal differentiation. Findings are confirmed by empirical evidence. In research among 
  
corporate investment decision-makers, 65% of respondents stated that they find it difficult to differentiate between 
investment locations. Of these, 92% agreed that place brands are getting more influential in the decision-making 
process (Communication Group, 2006). 
Direct Effect of DPIB on DDI Value 
Not all of literature is in unison in regards to the direct effects of place brands on investments. Sun’s study (2009) 
brands have a reduced effect when it comes to making investment decisions over decisions related to other economic 
outcomes such as tourism and exports. The results of the study indicate that nation brands. using the Nation Brand Index 
(“NBI”) as a proxy variable did not exhibit a direct impact on FDI levels across countries. Given that domestic 
investments are potentially even more mobile than foreign investments (Ahluwalia, 2000, p. 1643), the direct effect of a 
province brand might exhibit more positive effects.  
Indirect Effect of DPIB on DDI Value 
We continue with our analysis of the moderating qualities of domestic province brand by analyzing our full 
model. According to the R-A theory, the resources of a company are critical to the sustainability of its competitive 
advantage and firms respond strategically to their environmental factors to employ their resources and capabilities 
efficiently and effectively. Given the business environment, a municipality’s strategic response would be to manage its 
brand and maintain its reputation. Trust and reputation is built from years of effective stakeholder and resource 
management. On the demand-side, the behavior of our place brand customer (i.e. the decision to invest in a certain place) 
depends on the assessment of the place brand values which in turn are derived from the perception of place brand assets 
(Jacobson, 2004).Thus, we hypothesize that the best domestic province brands will have a multiplying effect on 
determining the growth of domestic investment through an indirect effect by mobilizing the resources (economic 
Proposition B2: A province’s brand will exhibit a direct effect on a province’s level of domestic investment 
Hypothesis B2: β2full of > 0 
Proposition C1: A province’s brand will moderate the relationship between a province’s level of economic development 
Hypothesis C1: β3GCP*DIPB,full of > 0 
Proposition C2: A province’s brand will moderate the relationship between a province’s level of educational facilities 
Hypothesis C2: β3HC*DIPB,full > 0 
Proposition C3: A province’s brand will moderate the relationship between a province’s level of infrastructure 
Hypothesis C3: β3INFRA*DIPB,full > 0 
Proposition C4 A province’s brand will moderate the relationship between a province’s level of natural resources 
Hypothesis C4: β3NATRES*DIPB,full > 0 
Proposition C5: A province’s brand will moderate the relationship between a province’s level of foreign direct investment 
Hypothesis C5: β3PMA*DIPB,full > 0 
  
development – Proposition C1, human capital – Proposition C2, level of infrastructure – Proposition C3, available natural 
resources – Proposition C4, and level of foreign investment – Proposition C5).  
Literature has given us a glimpse into the possible interactions between brands and existing determinants with 
relation to economic outcomes. The nation branding literature emphasizes the importance of a country’s geographical 
location in nation branding strategies (Florek and Conejo 2006; Gudjonsson, 2005). Since countries inherit heterogeneous 
natural resources, people have different perceptions of different regions of the world and their evaluations of different 
countries vary with the specific location of the countries (Gertner and Kotler, 2004; Verlegh, 2001). A country’s Foreign 
Direct Investment was shown to be dependent on communication infrastructure, denoted by the number of Internet users 
(Sun, 2009); communication is identified as among the most important aspects of a country's infrastructure (Lall and 
Teubal, 1998; Tassey, 1998). Furthermore, it is established by marketing practitioners and literature the importance of 
communication tools in the emergence of a place brand (Sun, 2009). Access to communication infrastructure will allow 
local actors to propagate the province place brand to outside actors.  
One of literature concludes that place brands are more important for investments in certain sectors higher up on 
the value-chain, indicating that regions with higher level of development will enjoy improved contributions of DPIB to 
actual DDI levels. Following the provisions of subsidies and infrastructure from a province’s stakeholders to attract direct 
investments (Rantisi and Leslie, 2006), intra-national regions (provinces, states, cities) evolve into commodities which 
could ‘be played-off one against the other’ (Kokosalakis et al, 2006). The same logic could be applied to provinces. Over 
time, in addition to being places for production, many post-industrial regions are reconstructed as centers for creativity 
and consumption (Lash and Urry, 1994).  Consequently, the development strategies of those regions have been expanded 
to position the region as a ‘destination for work and play’ (Jacobson, 2004), which attract investors in the creative and 
knowledge economies. According to Florida (2002) and Jansson and Power (2006), places with strong and dynamic 
brands have an easier task of attracting firms within the knowledge industries. 
 
  
  
Results 
ISOLATED MODEL         
With DIPB, Without Interactions        
         
Regression Statistics        
Multiple R 0.902        
R Square 0.814        
Adjusted R Square 0.769        
Standard Error 0.103        
Observations 32.000        
         
ANOVA         
  df SS MS F Sig. F    
Regression 6 1.150 0.192 18.208 0.000    
Residual 25 0.263 0.011      
Total 31 1.413          
         
  Coeff. 
Standard 
Error t Stat P-value 
Lower 
95% 
Upper 
95% 
Lower 
95.0% 
Upper 
95.0% 
Intercept -0.012 0.068 -0.182 0.857 -0.152 0.127 -0.152 0.127 
GCP  0.052 0.095 0.549 0.588 -0.143 0.247 -0.143 0.247 
HC 0.494 0.208 2.377 0.025 0.066 0.922 0.066 0.922 
INFRA -0.009 0.084 -0.104 0.918 -0.182 0.165 -0.182 0.165 
NATRES 0.138 0.147 0.938 0.357 -0.165 0.440 -0.165 0.440 
PMA 0.204 0.112 1.821 0.081 -0.027 0.434 -0.027 0.434 
DIPB 0.139 0.086 1.610 0.120 -0.039 0.316 -0.039 0.316 
Table 7: Regression Results from the Isolated Model 
FULL MODEL         
With DIPB, With Interactions         
         
Regression Statistics        
Multiple R 0.967        
R Square 0.934        
Adjusted R Square 0.898        
Standard Error 0.068        
Observations 32.000        
         
ANOVA         
  df SS MS F Sig. F    
Regression 11 1.321 0.120 25.894 0.000    
Residual 20 0.093 0.005      
Total 31 1.413          
         
  Coeff. 
Standard 
Error t Stat P-value 
Lower 
95% 
Upper 
95% 
Lower 
95.0% 
Upper 
95.0% 
Intercept 0.519 0.168 3.093 0.006 0.169 0.870 0.169 0.870 
GCP  0.077 0.120 0.640 0.530 -0.174 0.328 -0.174 0.328 
HC -1.676 0.710 -2.360 0.029 -3.156 -0.195 -3.156 -0.195 
INFRA 0.267 0.110 2.438 0.024 0.039 0.496 0.039 0.496 
NATRES 0.627 0.366 1.711 0.103 -0.137 1.391 -0.137 1.391 
PMA -0.068 0.168 -0.402 0.692 -0.418 0.283 -0.418 0.283 
DIPB -0.096 0.258 -0.370 0.715 -0.633 0.442 -0.633 0.442 
GCP*DIPB -0.333 0.247 -1.347 0.193 -0.848 0.182 -0.848 0.182 
HC*DIPB 2.585 0.926 2.792 0.011 0.654 4.516 0.654 4.516 
INFRA*DIPB -0.856 0.262 -3.264 0.004 -1.403 -0.309 -1.403 -0.309 
NATRES*DIPB -0.598 0.547 -1.094 0.287 -1.739 0.543 -1.739 0.543 
PMA*DIPB 0.472 0.228 2.070 0.052 -0.004 0.949 -0.004 0.949 
Table 7: Regression Results from the Full Model 
 
Proposition B1: The domestic province brand will exhibit a total positive effect to domestic investment  
 We cannot fully accept or reject Proposition B1. Our isolated model produced a higher R2 and adjusted R2 value 
than our basic model (0.794 vs. 0.814, and 0.769 vs. 0.755 respectively), but the increase was very slight. This shows that 
  
the addition of the DIPB variable only improved our regression slightly. Furthermore, the coefficient of our DIPB variable 
was positive but insignificant (p-value: 0.120). We accept the null hypothesis of the second part of B1 that 𝛽𝛽2𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 =0.494 > 0 (p-value: 0.025).  
Proposition B2: A province’s brand will exhibit a direct effect on a province’s level of domestic investment 
Our full model can explain an impressive amount of variation in 2016 DDI level across 32 provinces. By 
introducing interactions in our model, R2 increases to 0.934 and adjusted R2 increases to 0.898. However, we reject this 
proposition because 𝛽𝛽2𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖 R is not only insignificant but is also negative. Despite previous evidence in literature, our 
model did not display a significant case for any direct effects of a province’s domestic investment brand on the domestic 
investor’s decision to invest in a province. Our results are consistent with Sun’s study (2009), that shows brands fail to 
show a positive effect on investment decisions as the Nation Brand Index did not exhibit a direct impact on FDI levels 
across countries. Thus, DPIB does not have a direct effect on determining DDI levels two-years into the future for 
provinces in Indonesia.  
Proposition A1: Economic development will have a positive effect on domestic investment 
Proposition C1: A province’s brand will moderate the relationship between a province’s level of economic development 
 Given that 𝛽𝛽1𝐺𝐺𝐻𝐻𝐷𝐷,𝑏𝑏𝑖𝑖𝑖𝑖𝑖𝑖𝑏𝑏 is insignificant with p-value: 0.283, we reject Proposition A1. There is insufficient reason 
to believe that economic development, as indicated by per capita output of a Province, has any effect on DDI levels within 
the next two years. As 𝛽𝛽3𝐺𝐺𝐻𝐻𝐷𝐷∗𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷,𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖is also insignificant with p-value:0.193, there are no indirect effects of DPIB 
through the interaction of economic levels.  
Proposition A2: Human capital (Educational Facilities) will have a positive effect on domestic investment 
Proposition C2: A province’s brand will moderate the relationship between a province’s level of educational facilities 
Proposition A2 was accepted as 𝛽𝛽1𝐻𝐻𝐻𝐻,𝑏𝑏𝑖𝑖𝑖𝑖𝑖𝑖𝑏𝑏 = 0.562 > 0 with p-value: 0.012. Our results indicate that there is 
strong evidence that educational facilities is a two-year leading indicator for the level of domestic investment a province 
receives, and that a one standard unit increase (relative to the prevailing average) in level of education will result in 
approximately 0.562 standard unit increase in DDI, all else equal.  
In the full model, interaction variable with levels of education (z2) was positive and statistically significant, 
indicating that the perceptions of domestic investors contribute indirectly to DDI. The Proposition C2 was accepted as 
𝛽𝛽3𝐻𝐻𝐻𝐻∗𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷,𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖=2.585 > 0 with a p-value of 0.011. This result indicates that DIPB has a significant effect on determining 
2016 DDI levels by moderating the level of education a province has in 2014. As level of education facilities was 
empirically illustrated to have positive and significant effects in determining two-year forward DDI levels, Proposition 
C2’s acceptance means that the combination of the two, brand and human capital, makes for a powerful combination. The 
large coefficient on the interaction term indicates the dependency of educational facilities on the province’s brand and 
  
perceptions of attractiveness towards domestic investors. Without the brand, the effect of educational facilities is 
essentially negative (𝛽𝛽1𝐻𝐻𝐻𝐻,𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖= -1.676 with p-value: 0.029). 
Proposition A3: Level of physical infrastructure will have a positive effect on domestic investment 
Proposition C3: A province’s brand will moderate the relationship between a province’s level of infrastructure 
We reject Proposition A3 as 𝛽𝛽1𝐷𝐷𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼,𝑏𝑏𝑖𝑖𝑖𝑖𝑖𝑖𝑏𝑏 is not statistically significant (p-value: 0.579). However, we accept 
Proposition C3; the interaction variable with energy infrastructure (z3) was significant but in the negative direction, 
indicating that the perceptions of domestic investors contribute negatively to DDI indirectly by interacting with energy 
infrastructure. Our parameter was statistically significant at the 99% confidence interval as 𝛽𝛽3𝐷𝐷𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼∗𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷,𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖=-0.856 with 
a p-value of 0.004. This implies that if the level of Energy penetration increases by one percent, the province that has the 
higher DIPB will receive less domestic investments in the next two years than the province with lower DIPB, all other 
things equal.  
Proposition A4: Availability of natural resources will have a positive effect on domestic investment 
Proposition C4: A province’s brand will moderate the relationship between a province’s level of natural resources 
Given that 𝛽𝛽1𝐼𝐼𝐼𝐼𝑁𝑁𝐼𝐼𝑁𝑁𝑁𝑁,𝑏𝑏𝑖𝑖𝑖𝑖𝑖𝑖𝑏𝑏 is insignificant with p-value: 0.343, we reject Proposition A4. There is insufficient 
reason to believe that availability of natural resources as indicated by a province’s agricultural land availability, has any 
effect on DDI levels within the next two years. As 𝛽𝛽3𝐼𝐼𝐼𝐼𝑁𝑁𝐼𝐼𝑁𝑁𝑁𝑁∗𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷,𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖is also insignificant with p-value:0.287, there are no 
indirect effects of DPIB through the interaction of agriculture land.  
Proposition A5: Level of foreign direct investment will have a positive effect on domestic investment 
Proposition C5: A province’s brand will moderate the relationship between a province’s level of foreign direct investment 
As 𝛽𝛽1𝐷𝐷𝑃𝑃𝐼𝐼,𝑏𝑏𝑖𝑖𝑖𝑖𝑖𝑖𝑏𝑏 = 0.239 > 0 with p-value: 0.044, we accept Proposition A5. Our results indicate that there is 
strong evidence that foreign direct investment values is a two-year leading indicator for the level of domestic direct 
investment a province receives, and that a one standard unit increase (relative to the prevailing average) in FDI will result 
in approximately 0.239 standard unit increase in DDI, all else equal. 
We fail to accept Proposition C5 at the 95% confidence interval due to a weak p-value of 0.052, which is just over 
the threshold of 0.05. Thus, DPIB fails to show a statistically significant moderating quality between the positive effect of 
PMA and DDI.  
  
Discussion and Limitations 
Our isolated model shows that DIPB had a non-significant total effect on DDI, but that level of education had a 
significant positive, total effect (𝛽𝛽1𝐻𝐻𝐻𝐻,𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 = 0.494 > 0 with p-value: 0.025). In the full model, the coefficient for 
level of education was negative and statistically significant (𝛽𝛽1𝐻𝐻𝐻𝐻,𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖=-1.676 < 0 with a p-value: 0.029), showing that 
alone, educational facilities contribute negatively towards attractive actual DDI.  
However, as its interaction term with DIPB was positive and statistically significant (𝛽𝛽3𝐻𝐻𝐻𝐻∗𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷,𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖=2.585 > 0 
with p-value: 0.011), a high level of education, in combination with a good place brand, is a powerful driver of DDI levels 
in provinces. The residual plots for HC and DIPB (Appendix 2) do not show any particularities so we can proceed to 
accept our propositions with confidence. This implied that if the level of educational facilities increases by one standard 
unit (given that data is normalized), the province that has the higher DIPB will have better performance with regards to 
investments than the province with poorer DIPB, all other things equal. Thus, DIPB moderates the relationship between 
educational facilities and its two-year-forward domestic investment. This finding is consistent with literature. 
In our full model, the rejection of propositions C1, C2, and C4 means that DIPB did not have an indirect 
significant effect on 2016 DDI levels through moderation of GCP, NATRES, or PMA. Neither do GCP, NATRES, or 
PMA have a direct effect as 𝛽𝛽1𝐺𝐺𝐻𝐻𝐷𝐷,𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖, 𝛽𝛽1𝐼𝐼𝐼𝐼𝑁𝑁𝐼𝐼𝑁𝑁𝑁𝑁,𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖 ,𝛽𝛽1𝐷𝐷𝑃𝑃𝐼𝐼,𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖  were insignifiant coefficients. As 𝛽𝛽1𝐺𝐺𝐻𝐻𝐷𝐷,𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖, 
𝛽𝛽1𝐼𝐼𝐼𝐼𝑁𝑁𝐼𝐼𝑁𝑁𝑁𝑁,𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 , and 𝛽𝛽1𝐷𝐷𝑃𝑃𝐼𝐼,𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 failed to exhibit significant effects on our dependent variable, we interpret this to 
mean that the total effect of GCP, NATRES, or PMA do not have a significant net effect on 2016 DDI levels.  
We interpret the unexpected results of our full regression model with regards to Proposition C3, to the presence of 
cofounding and extrinsic factors. Although the Proposition C3 is rejected in our one-way test, the significant negative 
parameter estimate of the interaction term between INFRAE and DIPB is a shocking result and one that calls for further 
inquiry. Checking the residuals for any abnormalities (Appendix 2), we see that INFRA residuals appear ordinary and 
randomly distributed. 
One of the ways that we can interpret this finding is that domestic investors are more attracted to rural areas for 
investment. Low energy penetration could signify large plots of virgin forests in a province, a natural resource that we did 
not fully consider in our model. In the design of our study, we determined the NATRES variable to be agriculture land 
availability. Our results indicate that perhaps forest land availability is a more fitting variable. This is one limitation in our 
study that sheds light on a possible direction for future research. 
But perhaps the more probable explanation for the data is the US$24.6bn earmarked for infrastructure 
development in the 2016 national budget, the highest outlay ever allocated for the sector (Oxford Business Group, 2017). 
In this stimulus package, power and energy projects were a major focus. As the DDI variable includes placement from 
both private and public individuals and institutions, the data for 2016 DDI across provinces will be skewed for provinces 
with lower energy penetration prior to 2016 (e.g. in 2014) as they will have priority for the energy infrastructure fund 
  
allocated by the government. Interestingly, our results show that the parameter for INFRA in the full regression model is 
positively significant, meaning that the direct effect of energy infrastructure remains positive (𝛽𝛽3𝐷𝐷𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼∗𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷,𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖 = 0.267, 
p-value = 0.024). To not consider this vital piece of information leads us to biased results. Thus, for further study, we 
encourage this test to be carried out across multiple time-frames by sampling different years and collating the data in two-
panel regression, should such data become available. Introducing such rigor will minimize the effect of events and 
outliers.  
As indicated from the failure of our NATRES variable, a major limitation of this study lies in the selection of the 
appropriate data set to represent each factor. The DIPB variable is an index taken from surveys and thus, is exposed to all 
limitations of IAI’s survey design. As the survey used telephone interviews to gather data, error of coverage is a serious 
problem, especially in regards to nonresponse. Respondents could also be uncertain as to how to quantify their sentiments 
and perceptions of past and future investment behaviors on a scale of 1 to 7 (see Appendix 3 for the IAI questionnaire).  
Finally, due to the standardization of our data, the interpretation of our data is limited. For any given province, the 
understanding of the coefficients as net, direct or indirect effects to DDI is relative to the other provinces surveyed. 
However, we hope that we have paved a way towards capturing dollar returns for a municipality from consumer 
perceptions and that future research will aim towards publishing findings with greater interpretation clarity.  
 
 
 
  
Conclusion 
This paper makes four contributions toward existing literature: the introduction of an inductive conceptual 
framework for place brand, the extension of place branding literature towards a more specified domestic investment 
domain, the investigation of place brands at the provincial level, and the utilization of an economic regression model to 
empirically determine the return on place brand.   
On the first front, we demonstrate the derivation of a conceptual model of the direct and indirect roles of place 
brand in both the domestic and global domain. Through this model, we have determined four main Streams of 
Attractiveness by which the brand can generate dollar income for a city, province, or nation (Table 2): a. Tourism, b. 
Investment, c. Migration, and d. Product of Origin.  
On the second, past research has considered the place brand in singularity (Sun 2009) by either a non-stratified 
approach or agglomerating the various population stratas. Our framework posits that each stream is a part of the entirety 
of the place brand. When a stream is considered in isolation more definitive results might be obtained. As the province’s 
investment brand is different than the tourism brand, we can extract more data by investigating each stream one at a time. 
This framework has implications for municipalities in regards to their decision to make monetary investments to enhance 
their place brand – which stream to focus on, given the current state of their environment.  
In the same way, the global brand and the domestic brand are two different (albeit, overlapping) brands (Table 1). 
The divergence of the global domain and the domestic domain will vary from place to place. Thus, a municipality’s 
stakeholder must be wary of where they are positioned in both domains to ensure how to successfully manage both 
domestic and global brands coincidentally. This paper approaches the place brand field with specification and granularity 
and encourages future research to do the same, paying heed to the economic conditions of the region in focus. 
We approached our investigation into the Investment Attractiveness stream by using Indonesia as a case study 
and provinces as our unit of comparison. We created a three-step OLS regression model, adapted from Sun’s AMODNB 
(2009) to test for the direct and indirect effect of DIPB, our brand variable. The brand variable was determined to be a 
numerical score from surveys towards a population of Indonesian domestic investors with the aim of capturing the 
characteristic of perception of attractiveness of a province for investment.  
Our empirical results from our economic regression model show that brands have a significantly positive effect 
on determining domestic investment dollars received (within a two-year time-frame) indirectly, by moderating the 
relationship between level of education and DDI. Thus, a place should foremost ensure that it has achieved a satisfactory 
level of human capital and educational facilities before it should invest in its domestic investment brand. Once a province 
has gained a competitive edge in human capital, investing in its place brand makes for a powerful weapon to attract 
domestic investment dollars.  
  
But a province must ensure that once it has increased its human capital through its level of educational facilities, 
that it subsequently generates a strong DIPB score by investing into garnering positive and strong sentiments amongst 
domestic investors. This makes the case for municipalities to harbor strong place brands an even stronger one. 
Alternatively, once a province has a strong DIPB score, it should enhance its level of educational facilities. In addition to 
a province’s brand and its educational facilities, the level of foreign investment also appears to be a significant and 
positive contributor towards DDI.  
 Given the sparse nature of data, the other propositions are intended for further investigation due to the limitations 
of our study delineated above. This includes studying the effects of different investment time horizons, using different 
variables to represent business environment factors, and improved survey design to capture the province’s brand. We 
recommend two business environment factors for further study: INFRA, which showed a negatively significant 
interaction with DIPB and PMA, which statistically demonstrated to have positive effects on determining DDI and whose 
interaction term with DIPB was just under the threshold of significance (p-value: 0.052). 
Researchers in this domain should also consider studying the effects of domestic investment place brand on 
various industries, particularly those that are further up on the value chain. The introduction of a dummy variable to 
represent various industries could facilitate this investigation. One stream of literature concludes that place brands are 
more important for investments in certain sectors higher up on the value-chain. Per Florida (2002) and Jansson and Power 
(2006), places with strong and dynamic brands have an easier task of attracting firms within the knowledge industries. 
Finally, research into the remaining Streams of Attractiveness should handsomely supplement our findings as Sun (2009) 
demonstrated that brands have a reduced effect when it comes to making investment decisions over decisions related to 
other economic outcomes such as tourism and exports.  
 
  
  
Appendix 
Appendix 1: Standardized Data 
 
Province PMDN GCP HC INFRA NATRES PMA DIPBE DIPBE*
GCP
DIPBE*
HC
DIPBE*
INFRA
DIPBE*
NATRES
DIPBE*
PMA
t = 2016 2014 2014 2014 2014 2014 2014 2014 2014 2014 2014 2014
NAD 0.3486 0.3022 0.4360 0.7999 0.5547 0.2986 0.1796 0.0543 0.0783 0.1436 0.0996 0.0536
Bengkulu 0.2941 0.2857 0.2900 0.6623 0.2895 0.2772 0.3549 0.1014 0.1029 0.2351 0.1027 0.0984
Jambi 0.4033 0.5157 0.3600 0.5396 0.3040 0.2933 0.5529 0.2851 0.1990 0.2983 0.1681 0.1621
Kepulauan  Riau 0.2784 0.9559 0.2703 0.4476 0.1969 0.3957 0.6492 0.6206 0.1755 0.2906 0.1278 0.2569
Lampung 0.4889 0.3332 0.5103 0.5920 0.6443 0.3006 0.8696 0.2898 0.4438 0.5148 0.5603 0.2614
Riau 0.5124 0.9858 0.4403 0.3037 0.2881 0.6754 0.7568 0.7460 0.3332 0.2299 0.2181 0.5111
Sumatera Barat 0.3998 0.3736 0.4305 0.7070 0.4631 0.2968 0.9511 0.3553 0.4094 0.6725 0.4405 0.2823
Sumatera Selatan 0.5890 0.4544 0.4679 0.6247 0.8898 0.5149 0.7862 0.3572 0.3678 0.4911 0.6995 0.4048
Sumatera Utara 0.4420 0.4463 0.7219 0.6662 0.7277 0.4877 0.7192 0.3210 0.5191 0.4791 0.5234 0.3507
Jawa Barat 0.9925 0.3492 0.9972 0.8619 0.9882 1.0000 0.9529 0.3327 0.9503 0.8213 0.9417 0.9529
Jawa Tengah 0.9636 0.3195 0.9950 0.8725 0.9919 0.3876 0.9322 0.2978 0.9275 0.8133 0.9246 0.3613
DI Yogyakarta 0.2941 0.2959 0.3437 0.8716 0.2512 0.2873 0.8125 0.2404 0.2793 0.7081 0.2041 0.2334
Jawa Timur 1.0000 0.4715 0.9997 0.8647 0.9979 0.9302 0.9168 0.4323 0.9165 0.7928 0.9149 0.8528
Banten 0.7318 0.4296 0.5399 0.8570 0.4293 0.9598 0.9340 0.4012 0.5042 0.8005 0.4010 0.8965
Bali 0.2781 0.4486 0.3279 0.8648 0.2757 0.4016 0.5968 0.2677 0.1957 0.5161 0.1645 0.2397
Nusa Tenggara Barat 0.3080 0.2093 0.4286 0.7975 0.5013 0.4425 0.2398 0.0502 0.1028 0.1912 0.1202 0.1061
Nusa Tenggara Timur 0.2897 0.1783 0.4435 0.0749 0.3932 0.2736 0.2612 0.0466 0.1159 0.0196 0.1027 0.0715
Kalimantan Barat 0.6078 0.3249 0.4100 0.3299 0.5941 0.4799 0.6507 0.2114 0.2668 0.2146 0.3866 0.3123
Kalimantan Selatan 0.4942 0.3794 0.4000 0.7700 0.7259 0.3734 0.4157 0.1577 0.1663 0.3201 0.3017 0.1552
Kalimantan Tengah 0.5750 0.4326 0.3569 0.1908 0.4493 0.4737 0.5398 0.2335 0.1927 0.1030 0.2425 0.2557
Kalimantan Timur 0.5233 0.9999 0.3308 0.4926 0.2524 0.8131 0.8278 0.8277 0.2738 0.4078 0.2089 0.6731
Kalimantan Utara 0.3824 0.9606 0.2436 0.2964 0.2175 0.2951 0.1561 0.1499 0.0380 0.0463 0.0339 0.0461
Sulawesi Barat 0.2648 0.2728 0.2866 0.0752 0.2598 0.2723 0.1742 0.0475 0.0499 0.0131 0.0452 0.0474
Sulawesi Selatan 0.3820 0.4160 0.5980 0.6912 0.8944 0.4045 0.2813 0.1170 0.1682 0.1945 0.2516 0.1138
Sulawesi Tengah 0.2988 0.3705 0.3757 0.3773 0.3529 0.6055 0.2129 0.0789 0.0800 0.0803 0.0751 0.1289
Sulawesi Tenggara 0.3242 0.3733 0.3490 0.3453 0.2989 0.2973 0.3229 0.1205 0.1127 0.1115 0.0965 0.0960
Sulawesi Utara 0.4502 0.3939 0.3387 0.8068 0.2602 0.2904 0.1684 0.0663 0.0570 0.1359 0.0438 0.0489
Gorontalo 0.3392 0.2638 0.2750 0.5484 0.2279 0.2766 0.0803 0.0212 0.0221 0.0440 0.0183 0.0222
Maluku 0.2626 0.2283 0.3021 0.1845 0.2094 0.2774 0.1037 0.0237 0.0313 0.0191 0.0217 0.0288
Maluku Utara 0.2623 0.2486 0.2851 0.2483 0.2065 0.3143 0.0904 0.0225 0.0258 0.0225 0.0187 0.0284
Papua 0.2696 0.5144 0.3122 0.0012 0.2389 0.7665 0.1700 0.0875 0.0531 0.0002 0.0406 0.1303
Papua Barat 0.2623 0.8038 0.2638 0.0321 0.2056 0.2947 0.0752 0.0605 0.0198 0.0024 0.0155 0.0222
  
Appendix 2: Residual Plots of Variables on DDI 
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Appendix 3: Indonesia Attractiveness Index Investor Questionnaire (Translated 
from Original Version Bahasa Indonesia) 
No Field :  No. Entry:   No Interviewer: 
 
 
RESPONDEN   INTERVIEWER/SUPERVISOR 
Name :    Interviewer Name :  
Address     Date of Interview :  
House Complex :    Start Interview :  
Rod :    Finish Interview :  
Rt/Rw :    Recalled by :  
     Checked by :  
City/Town :  No. Code  
     
House Phone :       
Cell Phone :       
        
 
QUALITY CONTROL MANAGEMENT 
1. Quality Control 2. Quality Assurance 3. Data Entry 4. Data Coding 
 
 
   
 
INTRODUCTION RESPONDENT SIGNATURE 
Good morning/afternoon/evening. My name is ….. (interviewer) from a commercial consultant firm that conducts market 
research in a variety of industries. At this moment, we are doing a study on public services. Does Mr/Mrs/Ms have some 
spare time at this moment to answer our questions? The answers that you give will be very valuable for us and many 
consumers out there. 
 
 
SCREENING 
 
S1. Are you currently, or are you living with anyone working as a: 
  Civil or public services employee/city 
official/provincial government/state 
apparatus. 
1 (Stop) 
 
S2. What is your age? (S) 
  Less than 25 1 (Stop) 
   ………. Year 2  
  More than 70 3 (Stop) 
 
S3. What is your current position in your company? 
Owner/ Founder/ Business owner 1  
   CEO, Vice President 2  
   Director, Managing Director 3  
   General Manager 4  
   Manager 5  
   Broker 6  
   Supervisor 7  
   Others: ........... 999  
 
S4. Do you or your company currently have investments in a city / town / kabupaten or is intending to invest in the future? (S) 
Ya  1  
   No 2  (Stop) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
IAI - Investor 
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MAIN QUESTIONS 
 
K1. (SHOWCARD) In which city / town / kabupaten are you/your company thinking of investing? (M) 
K2. (SHOWCARD) What forms (sector) of investment do you or your company have in each of the different towns? (M) (write code) 
Agriculture (Farming, Gardening, Livestock, 
Fisheries, Forestry, dll) 1 
Trade, Hotel & Restaurant  6 
    Mining & Quarrying  2 Transport & Communication  7 
    Processing Industry   3 Finance, Real Estate & Business Services 8 
    Electricity, Gas and Water  4 Services 9 
    Construction 
5 
Others : 
.......................................................................................
................................................................. 
999 
 
K3. (SHOWCARD) How satisfied are you with the following statements related to the process, regulation / legislation and local government officials in the town 
/ kabupaten (scale of 1-7 where 1 = very unsatisfied , and 7 = very satisfied) 
a. (Regulation & Process) How satisfied are you with the following attributes:  
i. Ease of tax administration, permit / extension of your business-related administration. 
ii. Speed of tax administration, permit / extension of your business-related administration  
b.  (Administration) How satisfied are you with the facilities available in the city / town / kabupaten …….:  
i. Ability / knowledge officer of the regulation, the process of licensing, license renewal and other related businesses / 
investments 
ii. The attitude of officers  
iii. Appearance of officer  
c. (Infrastruktur) How satisfied are you with the following infrastructure attributes available in each city / town / kabupaten for the 
purpose of your operations: 
i. Availability of electricity 
ii. Availability of water and sanitation 
iii. Water and sanitation conditions 
iv. Availability of access to transport (land, water, and air) 
v. Condition of modes of transportation and facilities (land, water, and air) 
vi. Availability of communications networks (Internet, mobile phone and fixed line phone) 
K4. (Showcard) For each city, how big are your changes to promote / recommend the city / town / kabupaten to other investors? Scale of 1-7 where 1 = strongly 
not recommending and 7= strongly recommending 
Table for answers K1 through K4 
No 
K1  
Name of Town / 
City / Kabupaten  
K2 
code 
(M) 
K3 
K4 
a. Regulati
on and 
Process 
b. Administration c. Infrastructure 
i ii i Ii iii i ii iii iv v vi 
1    
            
2               
3               
4               
5               
6               
7               
8               
9               
10               
 
 
K5. Do you plan to expand your business to other city / town / kabupaten? 
Yes 1  
   No 2  
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K6. Supposing you have the opportunity to expand your business in other city / town / kabupaten, where would be the destination for your expansion? 
(M) 
K7. (SHOWCARD) What forms (sector) of investment do you want to develop in the respective towns? 
Agriculture (Farming, Gardening, Livestock, 
Fisheries, Forestry, dll) 1 
Trade, Hotel & Restaurant  6 
    Mining & Quarrying  2 Transport & Communication  7 
    Processing Industry   3 Finance, Real Estate & Business Services 8 
    Electricity, Gas and Water  4 Services 9 
    Construction 
5 
Others : 
.......................................................................................
................................................................. 
999 
K8. How attracted are you to investing in these respective towns? (Scale of 1-7, where 1: very small and 7 : very large) 
 
 
No 
(K6) 
Business Expansion Destination 
K7  
(write 
business 
sector code) 
K8 
Level of 
attraction 
(scale 1–7) 
(S) 
1   
  
2   
  
3   
  
4   
  
5   
  
6   
  
7   
  
8   
  
9   
  
10   
  
 
 
DEMOGRAPHICS 
 
D1. Gender 
  Man 1 
  Woman 2 
 
 
D2. Please indicate last completed degree / level of education ? 
   Primary  1  
   Secondary 2  
   Tertiary (High School) 3  
   Akademi/Diploma (D1, D2, D3) 4  
   Bachelor (S1) 5  
   Masters (S2) 6  
   Doctorate / PhD (S3) 7  
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